
CHAPTER 2: LITERATURE REVIEW ON THE DETERMINANTS OF 
INDUSTRY COMPETITIVENESS  
 

2.1 Introduction 
 

There is an extensive literature theory on how to assess and increase the 

competitiveness of an industry. In this chapter, three types of researches will be 

reviewed. First, the industry competitiveness model proposed by Porter (1990) will be 

reviewed with the purpose of providing a framework for assessing the current and 

potential situation of the leather as an export product for Nicaragua. The second and 

third type of studies are also part of the industry competitiveness assessment but 

focused on the case of Taiwan. The Taiwan case is considered due to Taiwan’s 

outstanding performance in export growth and diversification. Taiwan exports in 1952 

were US$116 million and in 2004 total export amounted to US$ 174 billion3. In detail, 

the second type of research reviews the government policies to promote export and 

the third type of research discusses the export strategies used by Taiwanese small and 

medium enterprise sized firms. The practices prevailed in Taiwan will be proposed as 

a model for Nicaragua in this research. 

The theoretical description focuses on the works of Michael Porter, Alan 

Rugman, Richard Hodgetts, and the Taiwan Government Policy. 

2.2 Porter’s National Diamond 
 

The work of Michael Porter in studying the competitive advantage of nations 

(Porter, 1990) was constructed on statistical analysis of aggregate data on export 

shares for ten countries: Denmark, Italy, Japan, Singapore, South Korea, Sweden, 

Switzerland, the United Kingdom, the United States, and West Germany.  

                                                 
3 Statistic Department, MOEA, March 2005 
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In the book entitled The Competitive Advantage of Nations, Porter explained that 

the basic unit of analysis for understanding national advantage is the industry. He 

stated that nations do not succeed in isolated industries but in clusters of industries 

connected through vertical and horizontal relationships. He also argued that the 

creation and sustainability of a competitive advantage in nations is due to the 

existence of several determinants of productivity. Such determinants are: 

• Factor endowments: a nation’s position in factors of production such as 

skilled labor force or the infrastructure necessary to compete in a given 

industry. 

• Demand conditions: the nature of home demand for the industry’s product or 

service. 

• Relating and supporting industries: the presence or absence of supplier 

industries and related industries that are internationally competitive. 

• Firm strategy, structure, and rivalry: the conditions governing how 

companies are created, organized, and managed and the nature of domestic 

rivalry. 

  According to Porter these four broad attributes of a nation shape the 

environment in which local firms compete. These attributes can either support or 

inhibit the creation of competitive advantage.   
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Figure 2 Porter’s National Diamond 
Source: Porter (1990), p133. 
 

Porter said that these four attributes constitute a diamond as it is seen in Figure 2. 

He also argued that the four attributes that form the diamond are interrelated and 

contingent. For example, the fact that one nation counts with abundance of certain 

factors of production does not guarantee its success globally if it is not accompanied 

with the existence of related and supporting industries. He maintained that firms are 

most likely to succeed in industries or industry segments where the attributes of the 

diamond are more favorable. 

Factor Endowments 

Porter analyzed the factors of production and classified them into two groups. He 

argued there are basic factors such as natural resources, climate, location, and 

demographics; also advanced factors such as communication infrastructure, 

sophisticated and skilled labor, research facilities and technological know-how. He 

stated that advanced factors are the most significant for creating competitive 

advantage.  Unlike the naturally endowed basic factors, advanced factors are a 

product of investment by individuals, companies, and government. Thus, by 

improving the general skill and knowledge level of the population and stimulating 
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advanced research at higher education institutions, government investment in basic 

and higher education can upgrade a nation’s advanced factors. 

The role of factor endowment in the creation of competitive advantage is 

complex. It depends on how efficiently and effectively they are deployed.  He also 

explained that a nation’s basic factors are often the foundation for the advanced 

factors. Basic factors like the existence of fertile land for coffee growing, can provide 

an initial advantage that is subsequently reinforced and extended by investment in 

advanced factors. In this example it would be the investment in technology to process 

the coffee into a high value added gourmet product that can be commercialized in 

high end outlets in foreign markets. On the other hand, disadvantages in basic factors 

can create pressures to invest in advanced factors and force innovation.  Adverse 

conditions such as labor shortages or scarce raw materials force firms to develop new 

methods and these innovations often lead to a national comparative advantage. 

Demand Conditions 

Porter considered the role that home demand plays in upgrading competitive 

advantage. Firms are typically most sensitive to the needs of their closest customers. 

Thus, the characteristics of home demand are particularly important in shaping the 

attributes of domestically made products and in creating pressures for innovation and 

quality.  According to Porter, when customers are sophisticated and demanding they 

pressure local firms to meet high standards of product quality and to produce 

innovative products. 

Related and Supporting Industries 

The presence of suppliers or related industries that are internationally 

competitive in a nation constitutes the third determinant of competitive advantage in 

an industry. Downstream industries are benefited when there are international 
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competitive supplier industries in a nation. Porter stated that the most important 

benefit of home-based suppliers is their impact in the process of innovation and 

upgrading. Competitive advantage is created when there are close working 

relationships between world-class suppliers and the industry. Suppliers help firms by 

keeping them informed of the new technological innovations and new methods of 

manufacturing. Firms obtain supplier innovation and new information in a quick way 

and are able to integrate it into their products. More efficient and faster solutions can 

be obtained when the supplier and the firm exchange R&D or solve a problem jointly. 

As he stated it is this process that helps accelerate the pace of innovation within the 

entire national industry. 

Porter illustrated this point with the footwear leather industry in Italy. Producers 

of finished leather have a close and regular communication with the leather goods 

manufacturers. The manufacturers provide the producers with information regarding 

the new styles and manufacturing techniques. As a result of this close communication, 

the footwear manufacturers learn from the producers about the new textures and 

colors of leather on the drawing board. The leather producers also gain early insights 

into fashion trends which help them plan new products. 

“As this example illustrates, however, gaining the benefits of home-

based suppliers does not happen automatically. Both firms and their 

suppliers must work to do so” (Porter, 1990) 
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Figure 3 Italy’s Footwear Industry 
Source: Based on Porter (1990) 
 

Figure 4 shows how internationally competitive supplier industries strengthen Italian 

success in footwear. The Italian footwear industry is benefited by the presence of the 

leather working machinery, processed leather, parts of footwear, and design services 

industry. 

 

 

Figure 4 Internationally Successful Italian Supplier Industries to Footwear 
Source: Porter (1990) p. 101     

DESIGN 
SERVICES 

LEATHER 
FOOTWEAR 

PARTS OF 
FOOTWEAR 

LEATHER 
WORKING 

MACHINERY 

PROCESSED 
LEATHER 

 
Leather 

Manufacturers 

New textures and colors 
of leather 

 
Leather Producers 

New Styles and 
manufacturing techniques 
 

 18



 Also, when a nation has internationally competitive related and supporting industries 

these tend to group themselves into clusters. Such clusters are important because 

valuable knowledge can flow between the firms within a geographic cluster, 

benefiting all within that cluster. Knowledge flows occur when employees move 

between firms within a region and when national industry associations bring 

employees from different companies together for regular conferences and workshops. 

Firm Strategy, Structure, and Rivalry 

The fourth broad attribute of national competitive advantage in Porter’s model is 

the strategy, structure, and rivalry of firms within a nation.  Porter claimed that there 

are differences in managerial styles and organizational skills among nations.  These 

differences create competing advantages and disadvantages in different types of 

industries.  

Such managerial styles and organizational skills include: training, orientation of 

leaders, group versus hierarchical style, the tools for decision making, the nature of 

the relationships with customers, the attitude toward international activities, and the 

relationship between labor and management. 

Domestic rivalry creates pressures to innovate, to improve quality, to reduce 

costs, and to invest in upgrading advanced factors. All this helps to create world-class 

competitors.  

The Role of Chance and Government 

Besides these four attributes Porter indicated that there are two other additional 

variables that can influence the national diamond in important ways: chance and 

government. Chance events, such as major innovations, can reshape industry structure 

and provide the opportunity for one nation’s firms to supplant another’s. Government, 

by its choice of policies, can detract from or improve national advantage.  For 
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example, regulations can alter home demand conditions, antitrust policies can 

influence the intensity of rivalry within an industry, and government investments in 

education can change factor endowments. Also the support that a government can 

give to a specific industry through subsidies and fiscal benefits can promote the 

further development of such industry. 

2.2.1 Evaluation of Porter’s Model for Smaller Economies 
 

Although Porter’s model is very useful and accurate in explaining the 

international competitiveness of developed nations, it appears to be inappropriate in 

analyzing and identifying the competitive advantages of smaller, less affluent 

economies. Both, Rugman (Rugman 1991)in his critique to Porter’s model for the 

Canadian Economy and Hodgetts (Hudgetts, 1993) in his study of Mexico’s 

international competitiveness agreed that Porter’s work needs to be modified to be 

able to properly analyze the issues of these countries in international competitiveness. 

Rugman suggested that after taking into account such modifications the model is 

useful and potentially predictive. In the case of Canada, Rugman proposes the 

creation of a “double diamond”, through which a small country’s diamond can be 

linked to the diamond of a more developed country.  In the case of Canada, Rugman 

stated that:  

“Canada’s home country diamond does not have the answers to 

explain Canada’s international competitiveness. Instead, as Canada is 

highly integrated already with the U.S., it is much more useful to 

conceive of a North American diamond for Canada. Once individual 

Canadian managers and workers perform to North American 

standards they can take the next step, which is to perform at a global 

standard.” (Rugman, 1991) 
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 Generalizing Rugman’s suggestion, we can conclude that smaller countries with 

weak home diamonds should take as a basic unit of analysis their regional diamond, 

before measuring its global competitiveness. They could also take the diamond of the 

nations they are most integrated with.  

Another application of Porter’s diamond to smaller economies is the study done 

by Hodgetts (Hodgetts,1993). He suggested that non-triad nations develop 

competitive advantage by linking their diamond into that of triad countries. He 

identified the double diamond primary advantage to be the fact that it forces business 

and government leaders to think about management strategy and public policy in a 

different way.  According to Hodgetts the appropriate standpoint would be to identify 

successful and potentially feasible strategic clusters of industries in the nation and to 

examine their linkages and performance across the double diamond. 

2.3 Government Export Promotion Mechanisms 
 

Taiwan government policies in promoting trade have been very successful. 

Taiwan's total foreign trade in 2004 reached US$ 341.9 billion4. Exports amounted to 

US$174 billion and imports totaled US$167.9 billion. In this section a review of the 

most relevant policies will be presented. 

2.3.1 Taiwan External Trade Development Council  
 

The Taiwan External Trade Development Council (TAITRA), the foremost 

non-profit trade promotion organization in the Republic of China on Taiwan (R.O.C.), 

was founded in 1970 to help promote foreign trade. Jointly sponsored by the 

government and the industrial and commercial associations, it assists Taiwan 

businesses and manufacturers to reinforce their international competitiveness and to 

                                                 
4  Statistic Department, MOEA, march 2005 
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cope with the challenges they face in the foreign markets. In addition, TAITRA 

undertakes many initiatives to help foreign businesses establish a wider presence in 

Taiwan. 

Over the past decades, TAITRA has developed a well-coordinated trade 

promotion and information network composed of a staff of over 700 trained 

specialists stationed in its headquarters in Taipei, four local branch offices in the most 

important cities of the country (Hsinchu, Taichung, Tainan, and Kaohsiung), over 30 

overseas branch offices worldwide. Associated with its sister organizations, the Far 

East Trade Services, Inc. (FETS) and the Taipei World Trade Center (TWTC), 

TAITRA does everything possible to adapt its trade promotion strategies to the 

changing international conditions. Its major functions include: Market Development, 

Market Research & Information Service, Exhibition & Convention Service, Design 

Promotion, Trade Education, and Web Service (TAITRA, 2005). 

Market Development 

One of the most important functions of the market development is carried out  

by the sourcing service for chain store. 

The Sourcing Service for Chain Store 

TAITRA is presently assisting numerous chain stores in establishing, 

developing, and even expanding their existing direct-sourcing capabilities in Asia, 

through its "Commodities Sourcing Services for Chain Stores" program. The Program 

has been established to provide chain stores with unlimited sourcing information on 

products and services from every potential Taiwan manufacturer. 

TAITRA's extensive experience in trade promotion has greatly benefited all 

types of corporations in sourcing virtually all sorts of products. During the past years, 
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multinational corporations that have utilized TAITRA's services included Wal-Mart, 

OfficeMax, Home Depot, Costco, IKEA and many others. For the past thirty years, 

TAITRA has collected, cataloged, and updated an extensive information database of 

Taiwan manufacturers and suppliers. Having worked closely with most of Taiwan's 

commodity goods manufacturers to develop and promote international trade, all trade 

information is readily available to all interested parties. 

 Other tasks under the market development function are: 

-Developing the international markets 

-Promoting the International Market Development (IMD) project 

-Promoting the International Brand Alliance (IBA) project 

-Organizing trade missions and participating in major overseas trade shows 

-Organizing trade meetings and seminars 

-Establishing Taiwan Trade Service (TTS) stations at major international trade shows 

-Organizing the Integrated Marketing Plan at international trade shows . 

Strategic Marketing 

One of the most important projects under this function is the international sourcing 

services (ISC).  

The International Sourcing Services (ISC)Project 

 It assists foreign firms in selecting appropriate Taiwan manufacturers.  

ISC boats extensive contacts with Taiwan-based corporations and leading industry 

professionals. Over the years, it has made significant achievements by matching local 

suppliers and foreign buyers. Through ISC, many foreign buyers also have benefited 

from the strong product development capabilities and professional services of Taiwan. 
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For the past seven years, many multinational corporations, including GE, 

Siemens, Fujitsu, Hitachi, Nortel, BMW, and Renault, have recognized the value of 

ISC services in fulfilling their procurement and investment plans in Taiwan. They 

continue to enlist the services of ISC because they foresee the advantages and benefits 

of its support in their search for local producers to reproduce their products. To date, 

ISC has created around US$3.6 billion worth of business opportunities, and has 

assisted nearly 1700 multinational corporations.  

Other tasks under the strategic marketing function are: 

-Working closely with the ROC government in attracting foreign and overseas 

Chinese investors to Taiwan, paving the way for long term partnerships between 

investors and Taiwan enterprises 

-Promoting and internationalizing the image of the local agricultural sector,  boosting 

their competitiveness in the global markets 

-Assisting Taiwan businesses and manufacturers participate in foreign government 

tenders and global procurement markets 

-Providing trade inquiry services 

- Issuance and guarantee of ATA Carnets 

-Offeingr on-the-spot consultation and advice to meet the business needs of local 

enterprises 

Trade Information Services 

One of the most important services is the Publications of Taiwan Products.  It 

is a full-color English-language feature publication. Each issue focuses on a leading 

export industry and related product lines. Features include industry overviews, line 

reports, company profiles, interviews, and trade show reports, as well as information 
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on manufactures and exporters. 

The trade information services also include: 

-Dissemination information about Taiwan trade 

-Operating trade libraries 

-Maintaining extensive computerized and CD-ROM trade information databases 

-Conducting seminars, market orientation sessions, and other related activities 

Exhibitions 

-Organizing Taipei International Trade Shows 

-Managing the Taipei World Trade Center Exhibition Halls 

-Providing venue and facility rental services for trade show organizers 

Convention Services 

-Operating the Taipei International Convention Center 

-Furnishing comprehensive convention planning and technical backup 

Design Promotion 

-Promoting product and packaging design, branding, and image enhancement so as to 

create “Innovalue” in products and enterprises 

-Offering packaging design services so as to upgrade product packaging capabilities 

-Sponsoring international design activities to promote exchanges in design 

information and techniques 

-Organizing design competitions, and workshops to raise design capabilities of 

domestic manufacturers 

-Operating “Taipei Design Center” in Duesseldorf and San Francisco aimed at 

introducing the latest design techniques to Taiwan designers and manufacturers 
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Trade Education 

-Operating the International Trade Institute 

-Conducting trade-related courses to meet the needs of the local business community 

Web Service: Taiwantrade, E-Trading Hub Services5

Taiwantrade is a global online trading hub designed to stimulate immediate access to 

B2B e-commerce for Small & Medium Enterprises (SMEs) and to help them gain a 

digital edge over their global competition. Sponsored by the Bureau of Foreign Trade 

of the Ministry of Economic Affairs in the Republic of China on Taiwan, Taiwantrade 

is administered by TAITRA (the Taiwan External Trade Development Council). 

Taiwantrade is a Portal with content. Employing TAITRA's trade promotion 

resources and strategic alliances with Taiwan trade & industry associations, e-

Marketplaces and other well-known trade websites, Taiwantrade offers the utmost 

wealth of trade information and services to traders in Taiwan and abroad. Taiwantrade 

boasts cooperation with well known Trade and Industry Associations that include 

Machinery, Electronics & Communication, Computers, Auto Parts & Motorcycles 

and more.Using the latest web technology, Taiwantrade helps buyers around the 

world and suppliers in Taiwan easily conduct business online. It enables global buyers 

to efficiently tap into all kinds of trade and product information. A single click gives 

buyers access to suppliers in Taiwan and the ability to conduct Request For 

Quotations (RFQ) online. Taiwantrade's other valuable features include personalized 

services, a fast and accurate search engine, enterprise-Portals, an easy-to-use Request 

For Quotation (RFQ) system, value-added databases, and an online marketing 

                                                 
5 http://www.taiwantrade.com.tw 
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mechanism. Taiwantrade's one-to-one marketing tool offers its members personalized 

information, which helps them avoid wading through a huge mass of unrelated data. 

Taiwantrade's vast wealth of information includes facts and data relating to: 

• enterprise-Portals  • Product Catalogs  

• Trade Leads  • Trade Events  

• Industry Reports  • Market Analysis  

• Business Organizations • Customs Statistics  

• News Alerts  • Importers and Exporters 

Regarded as an integrated trade service and order-receiving center, 

Taiwantrade's mission has expanded beyond trade promotion to trade facilitation. 

Already teamed up with a shipping and logistics partner to facilitate efficient trade 

transactions, Taiwantrade is looking forward to cooperating internationally with trade-

related services and other e-marketplaces. 

The Internet and International Marketing 

In the past, prior to the emergence of the Internet, there were very pronounced 

economies of scale in the collection of information and in the establishment of 

marketing systems. Multinationals, major trading companies and other large 

enterprises had a distinct advantage in the area of international marketing. Nowadays, 

however, with the development of e-commerce, the barriers to entry created by these 

economies of scale have disappeared, creating new opportunities for SMEs in 

international marketing. 
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In recent years, the Industrial Development Bureau at the Ministry of 

Economic Affairs has been very active in promoting the development in Taiwan of 

electronic market places, of which there are two types- vertical and horizontal. 

A vertical electronic marketplace is where there is an upstream-downstream 

vertical division of labor in any given industry. One example in Taiwan is the 

Bureau’s commissioning of the Institute for Information Industry to help in the 

implementation of the Taiwan Industrial Marketplace (TIM) project in 2002 

A horizontal market place is where there is a division of labor between 

different industries; an example would be the international market place platform 

providers such as Commerce One. 

The McKinsey Corporation divides marketplaces into three categories- net 

market makers, consortia and private exchanges. With regards to the classification of 

electronic marketplaces used in Taiwan, the EB project conducted by the Institute for 

Information Industry in 2000 divided electronic marketplaces into vertical industry 

markets, horizontal industry markets and international trade markets. Both vertical 

and horizontal electronic markets fall within the category of business-to-business 

(B2B) marketplaces, and as such, they can be useful tools for SMEs in the 

development of international markets. 

By and large, there is no real need for SMEs to establish their own electronic 

market places. In fact, with the continuing economic downturn (started in 2001), 

many enterprises have been cutting the budgets that they allocate to e-commerce. The 

basic philosophy behind electronic marketplaces is that the purchasing activities of all 

enterprises should be transparent and open to scrutiny,  the idea being that foreign 

purchasers should be able to secure the products they need in large quantities with the 

lowest possible information cost, while the product providers can use the Internet to 
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secure more business. At the same time, the electronic marketplace service providers 

receive a handling charge for bringing buyers and sellers together. 

For SMEs, there are clear benefits to be had from making use of the services 

provided by electronic marketplaces, including the opportunity to make use of the 

product sourcing databases, order tracking and so on. The establishment of a firm’s 

own corporate Website can also clearly help to maximize the benefits( Ministry of 

Economic Affair-Small and Medium Enterprise Administration, 2003). 

 

E-enabled supply chains 

Taiwan occupies an important position in the global supply chain. Not only 

does it possess first-class manufacturing capability, but also the level of e-enablement 

which Taiwanese ODM/OEM manufacturers have achieved should not be overlooked. 

Along with the dawning of the era of the Internet, there were also changes in the 

international division of labor, and for SMEs this transformation has had both 

advantages and disadvantages. As was mentioned before, although SMEs can use the 

Internet to overcome the entry barriers imposed by the lack of economies of scale, if 

they can not raise their level of e-enablement to meet the needs of leading 

international vendors, then it is unlikely that other companies will be willing to form 

alliances with them. 

Foreign customers are becoming more and more demanding when it comes to 

delivery times, and if one examines the global logistics systems in the IT sector, it is 

clear that the major multinationals are all establishing global networks, seeking to 

achieve the efficient supply of components in individual regions so as to keep 

inventory as close to zero as possible, and to expedite the assembly and delivery of 

finished products into the customer’s hands without any unnecessary delay. When it 
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comes to establishing a firm within the international supply chain, distribution 

through the use of an e-enabled platform, and effective management capabilities in 

terms of money and information flow, have now become the most important factors. 

The Industrial Development Bureau is implementing a e-enablement guidance 

program. The objective of such program is to select industry systems with a relatively 

high level of automation and computerization (such as the electromechanical, 

semiconductor, vehicle manufacturing, textiles and chemical industries) in which to 

implement B2B e-enablement application guidance for the formation of multinational 

supply chain systems.  The main focus here is on helping those companies that form 

part of the supply chain in Taiwan (including both the leading companies and other 

participating companies) to strengthen their e-enablement capabilities. 

There is also the Electronic Supply Chain Plan B, implementation of which began 

several years ago. Within this plan, the main emphasis is on companies in the 

information industry with annual operating revenue of at least NT$10 billion (US$303 

million). These companies are encouraged to join forces with their downstream 

second-tier vendors to form domestic supply-chain systems; the aim is thus for 

Taiwan’s leading IT companies to promote e-enablement capability amongst smaller 

component suppliers. According to the institute for Information Industry, the main 

problems that have been encountered so far in the implementation of this plan stem 

from the low level of IT  use in SME’s, which makes it difficult to know where to 

start. In addition, unless the relationship between the downstream supplier and the 

leading manufacturer is a reasonably close one to start with, there is little chance of 

the SME actually becoming involved in any meaningful way. Some companies have 

noticed that not having engaged in computer training themselves will tend to make the 

managers of downstream supplier unenthusiastic about supply chain system 
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establishment (Ministry of Economic Affairs-Small and Medium Enterprise 

Administration, 2003). 

2.4 Export Strategies of Taiwanese Small and Medium Sized 
Firms 
 

Small and Medium Sized firms (SMEs) have played a very important part in 

Taiwan’s economic development; their strength has been the foundation for over 40 

years of prosperity and growth. Many leading Taiwanese trading companies started 

out as SMEs. Their process of internationalization has been gradual and incremental. 

They have gone through different stages, acquiring knowledge of markets, following 

a patter similar to the one suggested by  Johnanson and Valhne  (Johanson & Valhne 

1977).  

 

First Stage for Internationalization: Domestic and International Alliances 

Taiwan’s domestic market is quite small, so Taiwan has for many years relied 

on exports to drive economic growth. Most of the companies involved in the 

provision of import/export trade services are SMEs.  

On the import/export trade side, from a very early stage Taiwan’s SMEs were 

collaborating with leading international trading companies, foreign IPOs and chains in 

a vertical division of labor. Taiwanese companies handled production while the 

foreign companies dealt with marketing and distribution. Although the profits that 

Taiwanese enterprises were able to make under this arrangement were not particularly 

high, it did make a significant contribution to Taiwan’s economic development. 

Also a similar kind of mutually beneficial alliance was performed between 

large and small manufacturers, with the business of exporting being handled by a 
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trading company or by the export department of the large manufacturer (Ministry of 

Economic Affairs-Small and Medium Enterprise Administration, 2003) 

Second Stage of Internationalization: Original Design Manufacturer (ODM) and 

Original Equipment Manufacturer (OEM) relationships 

In the last few years, European, US, and Japanese multinationals have been 

focusing on developing their core competitiveness and trying to reduce costs. They 

have been outsourcing part of their production to low-cost suppliers in other countries, 

leading to the establishment of a large number of contract manufacturing relationships; 

this has become the most common form of international strategic alliance. Original 

Equipment Manufacturing (OEM) and Original Design Manufacturing (ODM) orders 

from foreign companies have helped many Taiwanese SMEs to grow into large 

enterprises. 

Beginning in the late 1980s, large numbers of Taiwanese SMEs began to 

invest in Southeast Asia, particularly in Thailand and Malaysia. In the 1990s the main 

focus of Taiwan’s outward investment shifted to Vietnam and mainland China, with 

most of this investment going into labor-intensive industries such as textiles and shoe 

manufacturing. The industries in which Taiwanese companies were investing were, 

for the most part, mature industries that had failed to upgrade themselves. The 

decision as to where to locate production was normally based on the availability of 

low-cost production factor (e.g., low wages, cheap land for factory construction, and 

the provision of incentives by the government of the country in question);  there was 

also a tendency to invest in countries where the ethnic Chinese business network was 

strong, especially Southeast Asia and mainland China, which felt closer to “home” for 

Taiwanese entrepreneurs. Mainland China, with its vast and rapidly growing domestic 

market, was a particularly attractive target for Taiwanese investment. 
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Taking the shoe industry (which had very high concentrations of SMEs) as an 

example. This industry was characterized by a large number of companies focusing 

on a wide variety of niche markets. It was common practice to collaborate with other 

manufacturers in order to be able to process large orders. This mixture of competition 

and collaboration, coupled with the importance of economies of scope, resulted in a 

situation where more or less the whole industry moved production overseas en masse, 

establishing new industry clusters in other countries. Contract manufacturing had 

played a very important role in the development of the Taiwanese shoe industry; 

individual manufacturers usually had a close relationship with a particular foreign 

partner.  This situation encouraged “co-opetition” with different companies working 

together to establish new business models that everyone in the industry could adopt. 

Companies in the shoe industry were already used to working as a team, so when the 

business environment in Taiwan started to change the shoe industry network that had 

existed in Taiwan was able to replicate itself in mainland China and Vietnam. 

For those Taiwanese companies that invested in Europe or US, the motivation 

was the opportunity to keep up to date with the latest developments in technology, 

achieve segmentation through the development of unique products, and spread risk 

( Ministry of Economic Affairs-Small and Medium Enterprise Administration, 2003). 

As regards the methods of sales promotion used Taiwanese manufacturers 

generally rely on the following: 

1. - Advertisements placed in specialist magazines 

2. - Participation in international trade shows 

3. - Use of the internet to achieve direct contact with overseas end users 
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The process of Internationalization 

For an enterprise, internationalization is a gradual process. The literature on this 

subject generally holds that there is a very close relationship between the level of 

internationalization that an enterprise has achieved and the level of experiential 

knowledge that it has managed to build up. That is to say, there are both internal and 

external factors encouraging the process of internationalization. Besides the 

environmental and economic factors that all companies have to deal with, the level of 

experience that the enterprise has accumulated in international markets will also have 

a major impact on its decision-making (Johanson & Valhne 1977).  

 As a rule, enterprises prefer to adopt a gradual, progressive approach to 

internationalization in their main markets. The initial entry into a new market will be 

made through a foreign agent. As the volume of sales gradually increased, direct sales 

by the enterprise itself will come to account for a higher share of total sales. A 

company that is marketing its own brand overseas will normally want to establish its 

own distribution networks in key markets, investing directly in overseas subsidiaries; 

in secondary markets it is  more likely to work through the distribution network of an 

agent. In the case of companies engaged in contract manufacturing, if the company 

has positioned its products as high-quality, medium-to high price products, the 

company might also want to establish overseas subsidiaries, either to be able to 

provide better logistics service to its foreign customers or to exploit low production 

costs in an overseas production location. As a company gains more experience in 

overseas markets, its willingness to undertake further investment to those markets will 

increase, and so will the amount that it invests. It will move away from working 

through agents (where the degree of control that can be exercised is very limited) 
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toward joint ventures, and ultimately towards the establishment of a wholly-owned 

subsidiary, either by acquiring an existing company or by setting up a new one. 

Taiwan is an open economy heavily dependent on foreign trade. To remain 

competitive, Taiwanese industry relies on the utilization of industry networks to 

develop technology and knowledge. When seeking to expand their scale of operations, 

Taiwanese firms will normally try to leverage the complex division of labor and high 

level of flexibility that characterize Taiwanese business enterprises. The cross-

company and cross-industry networks that are formed in this way are the main source 

of competitive advantage for Taiwanese enterprises in international markets. Network 

linkages thus tend to encourage internationalization among companies within the 

industry network. These linkages are often one of the key motivating factors that lead 

a Taiwanese SME to embark on the process of internationalization. 

In this era of globalized competition, collaborating with multinational provides 

SMEs with a shortcut to internationalization. Taiwan still occupies an important place 

in the global supply chain. Not only does Taiwan possess a first-rate manufacturing 

capability, its OEM and ODM providers have already achieved a high level of e-

adoption and e-enablement. Hon Hai,  Taiwan largest private-sector manufacturing 

enterprise is a good example. Having started out as an SME engaging in OEM 

production, today Hon Hai is the third largest Electronic Manufacturing Service (EMS) 

provider in the world. 

Another example is Test-Rite, one of Taiwan’s leading trading companies. 

Established in 1978, Test-Rite has collaborated with numerous foreign corporations, 

accumulating both extensive experience of international markets in the process and a 

wide range of managerial knowledge from Wal-Mart, Test-Rite has expanded scope 

of its business activities to include distribution. In international trade, rapid access to 
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information is of key importance; it is necessary to be aware of the changes taking 

place in different parts of the world as quickly as possible. Today, Test-Rite is more 

than just a trading company; it manages international distribution channels through 

the provision of an integrated range of services. Test-Rite has offices and facilities in 

more than 20 countries throughout the world, and is gradually diversifying its 

operations; it provides a marvelous example of how an SME can internationalize 

successfully ( Ministry of Economic Affairs-Small and Medium Enterprise 

Administration, 2004). 

 2.5 Implications of the Literature Review 
 

The theories of Porter, Rugman, and Hodgetts provide a framework to analyze 

the Nicaraguan leather industry. The four broad determinants of national competitive 

advantage are analyzed in a deep study of the industry in chapter four. The works of 

Rugman and Hodgetts complement the analysis. Since Nicaragua is a small country 

their modification to Porter’s diamond must be taken into account to provide a more 

accurate study of the industry. 

The Taiwan Government export promotion mechanisms as well as the 

strategies adopted by the SMEs towards internationalization will serve as a model to 

provide recommendations for the export promotion strategy detailed in chapter six. 
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